Because stock markets in emerging economies are relatively new, under-regulated and often segmented, their responses to public announcements affecting emerging market firms may differ from responses in developed countries' stock markets. We draw upon institutional theory and stakeholder theory to explain the reactions of emerging stock markets to announcements of international strategic alliances (ISAs) between foreign and emerging market firms. We test the hypotheses, using event-study methodology, on China's stock market, examining reactions to ISA announcements by Chinese firms in 1991-2001. Our results show that, similar to developed markets, ISAs create market value for emerging market firms.
INTRODUCTION
In many countries, there are well-established "rules of the game" (North, 1990 : 1) regulating securities trading and institutions. In the United States, for example, the 1934 Securities Exchange Act and the 1968 Williams Act Amendments regulate insider trading, deterring opportunistic behavior by senior managers and other informed investors with superior non-public information about firm value (Meulbroek, 1992) . The U.S. Securities Exchange Commission (SEC) has the authority to enforce securities laws, bringing civil charges against individuals and revoking licenses of market professionals found guilty of improprieties.
Regulations against insider trading protect non-insider shareholders and the investing public (Banerjee & Eckard, 2001 ). These laws are especially important for the efficient market hypothesis, which argues that even in markets with substantial information asymmetries, share prices fully reflect all relevant information (Fama, 1991) . There are three forms of the efficient market hypothesis: strong, semistrong and weak (Baesel & Stein, 1979; Brealey & Myers, 1988) . 1 The U.S. securities market, perhaps the world's most efficient and most regulated, is characterized by semi-strong market efficiency (Brealey & Myers, 1988: 287) .
While securities markets are well established in OECD member countries, the "rules of the game"
in Asia, Latin America and the former Soviet Union are relatively new and underdeveloped. Governments in emerging economies established securities markets in the 1980s and 1990s, often triggered by the privatization of state owned enterprises, to generate domestic capital, encourage local entrepreneurship, and assist in privatization. However, the development of strong regulatory institutions has lagged behind the growth of these markets (Hanousek & Podpiera, 2002) . Scholars have stressed the importance of regulatory institutions for market efficiency, namely formal legal shareholder protection (LaPorta, Lopezde-Silanes, Shleifer & Vishny, 1997; and law enforcement for securities market development in emerging economies (Johnson, LaPorta, Lopez-de-Silanes & Shleifer , 2000) . For example, while insider trading laws exist in 87 of the 103 countries with stock markets, they are enforced in only 38 of them (Bhattacharya & Daouk, forthcoming) . This suggests that emerging stock markets should be characterized as weakly efficient, or at best, in the bottom range of the semi-strong version of the efficient market hypothesis.
Market efficiency is critical to examine the effects of corporate announcements on shareholder value, which normally is done using event study methodology (MacKinlay, 1997; McWilliams & Siegel, 1997; McWilliams, Siegel & Teoh, 1999; Miller, 1999) . A review of the literature reveals a general paucity of event studies analyzing emerging stock markets. One might expect such paucity of research because the stock markets are relatively new. Databases and software programs are also scarce. 2 A key factor, however, is that emerging stock markets tend to be thinly traded and institutionally weak, which creates problems for event-study methodology. A major problem is that the stock market may not react to an announcement date because insiders capture the market valuation before the public announcement. Bhattacharya, Daouk, Jorgenson and Kehr (2000: 70) , for example, found that the Mexican stock market did not react to corporate news, arguing that information leakages caused "prices to fully incorporate the information before its public release", thus turning an event into a non-event. For these reasons, work on emerging stock markets is in its infancy, and our understanding of how weak regulatory institutions affect market behavior is incomplete.
This paper adds to the literature on the (in)efficiency of emerging stock markets by investigating the market reaction to announcements of a specific strategic action by emerging market firms; that is, the formation of an international strategic alliance (ISA) between a foreign firm and an emerging market firm (EMF). The announcement of a domestic strategic alliance between two local firms is normally treated as "good news" by stock markets. The potential synergies of such an alliance enhance the market valuation of both alliance partners (Das, Sen & Sengupta, 1998) . ISAs between a domestic and foreign partner offer not only synergy benefits but also growth opportunities by exploiting new markets; thus, ISAs should also be positively valued by the market. While the results are somewhat mixed 3 , the general consensus from the research is that international strategic alliances create value for developed market shareholders.
Prior event studies on ISAs have been conducted only in established OECD countries' stock markets. No studies have examined the impact of international strategic alliances on the market valuation of emerging market firms; that is, how an ISA announcement affects the market valuation of the EMF's tradable shares on its home country stock market. There have been a few event studies of Chinese-foreign ISAs, for example, but they focus on valuation of the developed market partner (see, for example, Chen, Hu & Shieh, 1991; Hu, Chen & Shieh, 1992; Meschi, 2004) . 4 Thus, a fundamental question remains.
Does an international strategic alliance offer synergies and growth options that benefit shareholders in emerging stock markets?
To answer this research question, we draw upon institutional theory and the stakeholder literature to explain stock price movements associated with the disclosure of new public information, in our case, the announcement of an ISA involving a foreign firm and an emerging market firm. We build hypotheses predicting how weak institutions and other inefficiencies affect the emerging stock market's reaction to the ISA announcement. Building on Bhattacharya, et al. (2000) , we focus on two variables that can cause inefficiency in securities markets: the level of regulatory supervision of the market and the degree of market segmentation. The lower the regulatory supervision and the greater the market segmentation, the higher the probability of knowledge leakages and the more likely that insider trading captures the "good news rents" prior to the public announcement.
We test our hypotheses using event-study methodology to examine the market response to announcements of ISAs by Chinese firms listed on China's two stock exchanges (Shanghai and Shenzhen) over the 1991-2001 period. We search for evidence of information leakages, which suggest insider trading, by considering the traditional "event window" surrounding an announcement, as well as the "pre-announcement" and "post-announcement" periods.
China is a good case study for our analysis. While some scholars contend that China's stock market may be developing better than other transition economies (e.g., Pistor & Xu, 2004a; 2004b) , most scholars and market experts argue that the market continues to suffer from institutional weaknesses. China's stock market is also segmented by ownership, a second potential source of market inefficiency (Bhattacharya et al., 2000) . Roughly two-thirds of state and corporate (legal entity) shares on the Shanghai and Shenzhen stock exchanges are non-tradable (CSRC, 2004) . "Free float" is the ratio of tradable to non-tradable shares of a firm; thus, the average free float in China is one-third, significantly below free float levels in OECD stock markets. In addition to market segmentation concerns, low levels of free float may cause governance problems. Scholars have suggested that non-government shareholders are expected to exercise their rights more freely (Wang & Xu, 2004) , whereas government ownership of company shares may exacerbate corporate governance concerns and stock market quality (Tong, 2004) .
By comparing the market reaction to ISAs involving firms with higher and lower free float, we explore how market segmentation affects information leakages.
Our paper contributes to the international strategy literature by examining market valuation of international strategic alliances for the emerging market partner. Understanding the behavior of emerging market investors with respect to how stock prices changes related to ISA announcements is important for strategy scholars interested in international institutional environments. We contribute to the stakeholder literature by exploring the implications of differences in corporate governance of emerging market firms for their market valuation. In addition, our paper contributes to the international finance literature on efficiency of securities markets in emerging economies.
THEORY DEVELOPMENT
Strategic alliances represent a popular vehicle through which to enter an international market (Hitt et al., 2000) . ISAs are cooperative arrangements involving autonomous firms from different countries. They allow partners to share risk and resources, accumulate knowledge, and secure access to the foreign markets. Stock market announcements of an ISA are typically seen as "good news", with positive market valuations around the announcement date.
Stock market reactions to ISA announcements involving both developed and emerging market partner firms have been the subject of several empirical studies. For example, Chen, Hu, and Shieh (1991) found that the U.S. stock market reacted positively to the announcement of Chinese-U.S. ISAs, but the positive wealth effect was negatively related to the size of the foreign investment. Hu, Chen and Shieh (1992) , in a follow-up study, found that the market valuation of U.S. firms was positive when the US firms were not already heavily internationalized. Cheng, Fung and Lam (1998) found that announcements of Chinese-U.S. ISAs increased the U.S. firms' market valuation. Most recently, Meschi (2004) found that French firms benefited from the announcement of alliances with Chinese partners, where the size of the wealth effect depended on the French firms' managerial and geographic experience. Hanvanich, Miller, Richards and Cavusgil (2003) found a positive impact on shareholder value for firms with international joint ventures. Other studies finding a positive change in shareholder value associated with equity joint venture (JV) announcements include Koh and Venkatraman (1991) , McConnell and Nantell (1985) , Merchant and Schendel (2000) , and Reuer and Koza (2000) .
Looking across these event studies, market reaction to ISA announcements appears to be positive.
These studies, however, focused on the impact of ISAs on the market valuation of developed market firms, as measured in developed stock markets. Should we expect the same positive market reaction to ISA announcements for emerging market firms? We argue, yes, emerging market firms should also benefit from international strategic alliances, and the announcement of ISAs on emerging stock markets should normally be seen as "good news" by investors.
Our reasoning is straightforward, building on the literature on partner selection. Domestic firms in emerging markets often partner with foreign investors to acquire resources and to establish relationships. Emerging market firms that have established ties with developed market firms adopt longerterm objectives regarding market position, product markets, and product differentiation strategies (Hooley et al., 1996) . Emerging market firms learn knowledge from their partners that can be used in other foreign markets. Given the need for capital, advanced technologies and market access that characterizes emerging market firms (Hitt et al., 2000) , an ISA announcement with a foreign partner, especially one from a developed market, should be considered "good news" and positively valued on the EMF's home stock market. Thus, one would normally expect positive overall market returns to ISA announcements. Our first, baseline hypothesis is therefore:
H1 ("good news"): In emerging stock markets, the public announcement of an international strategic alliance will have a positive effect on the market value of an emerging market firm.
The event studies reviewed above were conducted in developed stock markets, with wellestablished rules and institutions that enforce these laws. In emerging markets, however, weak regulatory institutions allow behavior that could be considered illegal in a more regulated environment. We therefore need to take account of the impact of regulatory institutions on market behavior.
One of the underpinnings of institutional theory is that organizations are influenced by "common understandings of what is appropriate and, fundamentally, meaningful behavior" (Zucker, 1983: 105) .
Institutions include any form of constraint that guides human interactions (North, 1990) . Scott (1995: 33) defined institutions as "cognitive, normative, and regulative structures and activities that provide stability and meaning to social behavior". Institutions can include formal written rules as well as informal codes of behavior (North, 1990) . Formal rules and informal codes may be violated resulting in punishment. Thus, an important part of the effectiveness of institutions is the cost of monitoring and determining violations, the severity of punishments. In the absence of formal rules, what is considered appropriate and meaningful behavior can become clouded (Newman, 2001; Peng & Luo, 2000) . Illegal behavior in one highly institutionalized environment may be "taken-for-granted" behavior in a less institutionalized environment, especially if the government participates in and therefore implicitly condones the behavior.
When regulatory institutions are weak, insider trading can become "taken-for-granted" behavior in securities markets. Bhattacharya et al. (2000) concluded that, in emerging economies, stock prices of publicly traded firms did not react to firm-specific announcements. Their empirical test of announcements on the Bolsa Mexican de Valores led Bhattacharya et al. (2000) to support the fourth argument: weak regulation encouraged insider trading such that events became non-events. 5 Building on these arguments, we hypothesize that information leakages are likely to produce insider trading that captures all the benefits from ISA announcements on emerging stock markets, all other things being equal. In addition to the quality of regulatory institutions, stock market efficiency also depends on corporate governance of listed firms. Aoki defined corporate governance as "the structure of rights and responsibilities among the parties with a stake in the firm" (2000: 11). Effective corporate governance has been associated with superior long-term company performance (Gompers, Ishii & Metrick, 2003) .
Research on inter-country differences in corporate governance has identified two contrasting governance models: a shareholder-centered model and stakeholder-centered model (Aguilera & Jackson, 2003; Schneper & Guillén, 2004) . The shareholder-centered model emphasizes the importance of maximizing shareholder value. The firm is evaluated based on cash flow to shareholders, whose interests and objectives are the focal point for managers. The stakeholder-centered model posits that firms are inclined to avoid profit-maximizing risk and expend resources in an attempt to avert destabilizing initiatives such as layoffs (Roe, 2000) .
Within this literature stream, one of the fundamental assumptions is established rule of law;
however, empirical research has found that rule of law can vary substantially across countries (La Porta et al., 1997; . In countries with a weak rule of law, shareholder rights can be compromised, especially if the government has an ownership stake in publicly traded firms, common in transition economies. In countries with backgrounds in centralized planning, most local managers have been exposed only to state ownership rather than private ownership. These managers are unfamiliar with legitimate authority manifested in profit-oriented ownership in market-oriented economies (Steensma & Lyles, 2000 (Wang & Xu, 2004) . The portion of shares deemed tradable, called "free float", has important implications for corporate governance of a listed firm.
The proportion of free float has important implications for market valuation of corporate announcements in emerging stock markets. Market segmentation by ownership provides opportunities for close ties between securities traders and governments to generate profitable opportunities for information leakages. Insider trading is most likely when regulatory institutions are weak. When the EMF has weak corporate governance (i.e., low free float), close ties between insiders and securities traders imply that inside information is more likely to be "cashed in" through insider trading in the pre-announcement period. On the other hand, when an EMF corporate governance is strong (i.e., the firm has high free float), trading in its stock is more similar to trading in a developed stock market. Lower levels of government ownership mean that non-government shareholders can more freely exercise their rights. We therefore expect that "cashing in" on insider information will be limited for high free float EMFs, even when regulatory institutions are weak.
When regulatory institutions are strong, information leakages are deterred and less insider trading occur for both high and low free float firms. However, differences between low and high free float EMFs remain, but for a different reason. Emerging market firms with a high percentage of government owned shares (low free float) have less effective corporate governance than high free float EMFs. ISAs with foreign firms, particularly from OECD countries, offer opportunities for transfers of knowledge, financial resources and managerial skills that are in short supply in emerging economies (Hitt et al., 2000) . Low free float firms, with their lower quality of corporate governance, should therefore benefit relatively more from the access to resources from ISAs, than should high free float firms. Thus, the market response to an ISA announcement should be greater for low free float EMFs, reflecting the expected gains in their longrun performance after the resource transfer.
However, the resource transfer benefits from an ISA depend on the capacity of the EMF to absorb the resource transfers from the foreign firm through the ISA (Hitt et al., 2000; Brouthers, Brouthers, & Wilkinson, 1995) . For example, low free float firms may have limited capacity to absorb managerial skills of the Western partner. Moreover, one of the sources of conflict and poor performance of ISAs is incongruent goals of the partners. Superior performance is important to Western firms; however, it has not been central to many local firms listed in emerging economy stock markets, most of which are former state-owned enterprises (Tong, 2004) with limited experience in maximizing profitability (Steensma & Lyles, 2000) . Therefore, the foreign and EMF partners may have diverging goals: the foreign partner focuses on superior performance of the ISA, while the EMF has broader goals depending on the extent of government involvement. If the gap in corporate governance between the ISA partners causes divergent expectations for performance, the stock market's generally positive evaluation of the ISA announcement may be adversely affected. Thus, we expect the market valuation of ISA announcements in emerging stock markets with strong regulation to favor the low free float (inefficient corporate governance) relative to the high free float (efficient corporate governance) EMF. The size of the difference, however, will depend on the market's assessment of the EMF's resource capacity and potential for partner conflict.
The arguments presented suggest that low free float firms will benefit more than high free float firms from ISA announcements, regardless of the strength of regulatory institutions. When regulations are weak, the benefits are primarily driven by insider trading; when regulations are stronger, insider trading is reduced but greater advantages of ISAs are obtained by EMFs with weak corporate governance remain.
H3 ("market segmentation"):
In emerging stock markets, the positive effect on market value of an emerging market firm around the public announcement of an international strategic alliance is larger for low free float firms than high free float firms.
As emerging economy stock markets mature and regulatory institutions strengthen, the overall quality of the markets are expected to improve. Thus, information leakages and insider trading should diminish. With strong regulations, the wealth gains for an EMF from an international strategic alliance should be positive when announced, as hypothesized in H1. However, stock markets in emerging economies are characterized, at best, by the weak form, or the lower range of the semi-strong form, of the efficient market hypothesis. Thus, the range of regulatory institutions in emerging stock markets is expected to vary from weak to stronger, but not strong. Therefore, we argue that:
H4 ("strong regulations"): When regulatory institutions in emerging stock markets are relatively strong, there is a positive effect on the market value of an emerging market firm following the public announcement of an international strategic alliance.
We illustrate our arguments in Figure 1 . When regulatory institutions are strong, ISA announcements are perceived to be "good news" by emerging stock markets, given the EMFs' need for the resources and markets offered by foreign firms; therefore, a positive stock market reaction occurs in the announcement window. When regulatory institutions are weak, however, insider trading in the preannouncement period captures all the benefits so there is no effect, in the announcement window.
Ownership restrictions that segment the market also offer opportunities that benefit insiders and market traders linked to insiders. The lower the overall free float in the market, the greater the market inefficiencies, exacerbating the inefficiencies caused by weak regulatory institutions.
Because free float levels vary across firms, we anticipate that high free float firms will have better corporate governance and therefore will be less affected by information leakages than low free float firms.
Therefore, when regulatory institutions are weak, the stock market's response in the pre-announcement period will be stronger for low free float emerging market firms than for high free float emerging market firms. Even when regulatory institutions are stronger, we expect market valuation to be higher for low compared to high free float firms, other things being equal, because they benefit more from international strategic alliances.
CHINA'S STOCK MARKET
China is a good case for studying how emerging stock markets react to the announcement of international strategic alliances. Stock exchanges were established in China in 1990 with the explicit purpose of financing state owned enterprises and improving their performance (Mu, 2005) . The Shanghai Stock Exchange (SHSE) opened its doors in 1990; the Shenzhen Stock Exchange (SZSE) in 1991. Both exchanges are non-profit, self-regulatory legal entities (CSRC, 2004: 51) . Almost all companies listed on China's stock market are restructured SOEs. Having a firm's stock listed on an exchange for trading was subject to government approval through a quota system introduced in April 1992. Provincial governments nominated firms for the stock exchange, subject to a quota allocation determined by the central government. Pistor and Wu (2004a) argue the quantity constrained system led to bargaining between the two levels of government that improved the quality of firm listings. Although the quota system ended in 2000, the backlog of listings "de facto governed financial markets until the beginning of 2004" (Pistor & Wu, 2004a: 29) .
China's stock market is segmented by ownership, in two ways (Mu, 2005 The originally designated regulator for China's stock market, the People's Bank of China, was replaced in October 1992, after a securities scandal involving insider trading caused street riots. Two regulatory bodies were established, the Chinese Securities Regulatory Commission (CSRC) and the State Council Securities Committee. They merged in 1998 and the CSRC was given much broader regulatory authority (Mu, 2005; Pistor & Xu, 2004a ). China's first comprehensive legislation regulating the stock exchanges, the Securities Law, was issued in December 1998 and took effect on July 1, 1999 (CSRC, 2004 ). The law gave CSRC the primary power to regulate China's securities markets, including admission to trading, issuing and implementing regulations, enforcing financial market regulations.
China's legislature also toughened the Criminal Law against insider trading, such that persons "using or leaking insider information before its official publication may receive up to 10 years in prison and fines ranging from two to five times profits" (China Online, 1999) .
The data presented above suggest that weak regulation of China's stock market existed between 1991 and 1998, and stronger regulation existed from 1999 forward. However, even after 1999, China's stock exchanges remain plagued by excessive trading and volatility. Short sales are prohibited, which has had the effect of limiting the supply of a firm's tradable shares (Mu, 2005) . The prevalence of non-tradable shares can lead to insider trading, manipulation of stock market prices or tunneling, which refers to the "transferring of resources out of a company to its controlling shareholder" (Johnson, et al., 2000: 22) . Chinese firms with strong governmental influence also tend to have low free float (Wang & Xu, 2004) . Local managers are less familiar with the authority manifested in profit-oriented ownership and therefore are less likely to have effective corporate governance that aligns well with that of foreign partners. Business Week (Miller, 2004: 50) Additional evidence that China's stock market is a good test of market inefficiency in emerging markets comes from scholarly research on this topic. Recent research has tested the efficient market hypothesis on China's stock market and found evidence of serious problems (Liu, Song & Romilly, 1997; Groenewold, Tang & Wu, 2003; Groenewold, Wu, Tang & Fan, 2004) . Groenewold et al. (2003) , for example, tested the weak and semi-strong versions of the efficient market hypothesis on the Shanghai and Shenzhen exchanges for the 1992-2001 period. They found deviations from the weak form of market efficiency for B-shares, which are owned by foreign investors. However, their results provide support for the weak form of market efficiency in other market segments-in particular shares owned by domestic investors. Thus, previous researchers have concluded that China's stock market is inefficient.
Thus, China is a good test case for our hypotheses about stock market response to ISA announcements, while simultaneously examining the weak form of market efficiency. Regulations are weak, but improved after 1999, offering a test for weak versus stronger regulation. Moreover, average float levels are low so that market segmentation exacerbates weak regulatory institutions. Lastly, differences between high and low free float firms enable tests for market responsiveness differences between these groups, and how those differences are affected by the quality of stock market regulation.
METHODOLOGY Dataset
We test our hypotheses using two datasets: CSMAR (China Stock Market and Accounting were for firms listed on the Shanghai stock exchange and 47 were for firms listed on the Shenzhen stock exchange. Because there were only four announcements involving B-share listings, all of our announcements involve A shares. 9 Information on ISA announcements by year and by country of the foreign partner is provided in Table 1 . Because event studies require the estimation of market models based on historical information before the event date, our sample included ISA announcements from 1991 to 2001.
Event Study Methodology
An event study captures the stock market's response to an event, such as a company announcement that contains new information (e.g., Brown & Warner, 1985; Eden, Juarez & Li, 2005; Fama, Fisher, Jensen & Roll, 1969; McWilliams & Siegel, 1997) . The change in shareholder value attributable to the announcement reflects investors' assessment of its long-term effect on firm performance. Researchers have shown that stock-market responses to announcements provide a reliable indication of long-term performance (Healy, Palepu & Ruback, 1992) and managerial assessments (Koh & Venkatraman, 1991) .
In our study, the change in shareholder value attributable to the announcement thus reflects investors' assessment of the long-term future performance of the ISAs. This methodology determines the effect of an event on a firm's market value using expected stock returns as a benchmark. That is, we measure the change in shareholder value associated with the event as the difference between the actual stock return and expected stock return, referred to as the abnormal return. The sum of abnormal returns around the announcement day is referred to as the cumulative abnormal return (CAR). The CARs created by the ISA announcements represent the change in shareholder value. See Appendix 1 for more details about calculation of the CARs.
The length of the event window is perhaps the most crucial issue in event study methodology.
McWilliams and Siegel's (1997) review of event studies revealed that event windows ranged from 181 days (-90 to +90) to 3 days (-1 to +1). Empirical research has shown that in general, short event windows typically capture the wealth effect associated with the event (Ryngaert & Netter, 1990) . However, these authors also asserted that the nature of the event under study determines the length of the event window.
For instance, if it can be shown, or argued, that information leakages are likely to occur, then the window should include some time prior to the event announcement so that abnormal returns related to the information leakages are captured (McWilliams & Siegel, 1997) .
Therefore, we compute CARs for several periods around the event window. First, we examine CARs during two pre-announcement periods: days -10 to -2 (short window), and days -25 to -2 (long window); these measures will be used to test for evidence of information leakages. Second, we measure CARs in two "post-announcement" periods, based on abnormal returns for days +2 to +10 (short window) and +2 to +25 (long window). Third, we compute measures that cover the pre-announcement and announcement windows, in short (-10 to +1 days) and long (-25 to +1 days) form. These are called "unanticipated premia" (Linciano, 2003: 207) and are expected to be positive, reflecting the "good news" effect of the ISA announcement. Lastly, we compute CARs for both short (-10 to +10 days) and long (-25 to +25 days) windows, as measures of total return, following Chen, Yu and Shieh (1991) and Cheng, Fung & Lam (1998) . The latter two measures are used to test H1.
We also compute the "run-up index" for each of the short and long windows. The run-up index is the ratio of the pre-announcement effect to the unanticipated premia, or CAR (-x, t)/CAR (-x, +1) (Linciano, 2003: 207) . We set x at 10 and 25 and t = -2. The run-up effect is a proxy for informed trading in the pre-announcement period; the higher the run-up index the more the event has been anticipated by insiders. The run-up index is a complementary measure to the pre-announcement effect because the greater the pre-announcement CARs, the more information leakage that occurs. We use both measures as proxies for information leakages and insider trading to test hypotheses 3 and 5.
Lastly, to test robustness of our findings, we computed abnormal returns and CARs based on a post-announcement estimation period of 125 days (days +26 to +150). Both sets of results are similar so only the pre-announcement market mode results are reported herein; post-announcement market mode results are available on request.
Following Wang and Xu (2004) , we measure a firm's corporate governance based on free float, which equals the ratio of a company's shares that are freely available to the investing public divided by its total shares (source: CSMAR database). After ranking the firms by free float, we formed three approximately equal groups of high, medium and low free float firms. We compared the high (38.9% -64.8%) versus the low (2.9% -10.2%) free float firms, as tests of our hypotheses.
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RESULTS
The results presented in Tables 2, 3 Table 2 provides the event study results for the whole period, 1991-2001. Table 3 shows results for the 1991-1998 (weak regulation) period and Table 4 provides results for 1999-2001 (stronger regulation). Tables 2, 3 and 4 about here -
We test for H1 (good news) by examining the CARs around the announcement window, and the unanticipated premia. We test for H2 (insider trading) by examining the CARs in the period before the announcement date. In the first row of Panel 1 of Table 2 , for the Market Composite Index based on the Shanghai Stock Exchange (SHSE), the results indicate that for the total sample, the CARs are 1.51% for the longer pre-announcement period (-25 to -2 days) and 1.30% for the shorter pre-announcement period (-10 to -2 days). Both CARs are positive and statistically significant. During the announcement period (-1 to +1 days), the CARs are not statistically different from zero. While we did not develop hypotheses for the post-announcement window, it is interesting to note that the CARs were marginally statistically significant and positive in the short post-announcement period (+2 to +10 days), but not statistically significant in the long post-announcement window (+2 to +25 days). When we repeat the tests using the Market Composite Index for the Shenzhen Stock Exchange (SZSE) in Panel 2, the results are essentially unchanged. When the pre-announcement and announcement windows are combined, as the "unanticipated premia", the overall market valuation to ISA announcements is positive and statistically significant in both Panels 1 (SHSE) and 2 (SZSE), and for both short (-10 to +1 days) and long (-25 to +1 days) windows. Moreover, when we examine the whole period from pre-to post-announcement, CARs are positive and statistically significant for all firms in Panel 1 for the short window (-10 to +10 days) and for all firms using the long window (-25 to +25 days) in Panel 2.
Next, we separated the sample according to high and low float firms-our measure of high and low effectiveness in corporate governance. Within the high free float group, the results for the two preannouncement periods in Panel 1 indicate positive and statistically significant CARs (2.22% for days -25
to -2, and 1.71% for days -10 to -2, respectively). The CARs during the announcement and postannouncement periods are not statistically significant. The unanticipated premia are positive and statistically significant for both long (-25 to +1) and short (-10 to +1) windows. However, the CARs for the maximum windows are not statistically significant. Panel 2 shows essentially the same results. Within the low free float group, the CARs are positive and statistically significant during both pre-announcement periods (2.81% for days -25 to -2, and 1.80% for days -10 to -2). CARs during the announcement and post-announcement periods were not statistically significant. The unanticipated premia are positive and large for both long and short windows. Moreover, the CARs over the whole period are large and statistically significant also. Panel 2 shows similar results for the Shenzhen Composite Index.
We next compare the CARs for high free float firms with those of low free float firms. We would find support for H3 (market segmentation) if the CARs for the high free float firms are less than those of low free float firms, and the difference is statistically significant. We compare CARs for low and high free float firms in the pre-announcement period and the announcement period. We also examine the unanticipated premia, and the CARs over the whole period. Panels 1 and 2 in Table 2 show that, while the pattern of the CARs is as predicted (higher for the low free float firms), the t-statistics comparing the two groups are not statistically significant.
Our theoretical model suggests that regulatory quality of the stock market is an important factor affecting market valuation of ISA announcements in emerging economies. H4 (strong regulation) predicts that stronger regulatory institutions will reduce information leakages. As a result, ISA announcements create market value during the announcement period, rather than in the pre-announcement window. To test this hypothesis, we separated our sample into two periods: 1991-1998 (weak regulation) and 1999-2001 (stronger regulation), with January 1, 1999 as the dividing line. 11 Table 3 provides our results for the weak regulatory period, 1991-1998. These results are consistent with those for the total sample period. A caveat must be added about our results because they are hampered by two factors, one practical, and the other statistical. As our brief history of China's stock market suggests, even in 2001 regulatory institutions, while stronger than in the pre-1999 period, are not strong by OECD standards.
Thus, our comparison between weak and strong regulatory institutions is really a matter of degree, of comparing the relatively weak with the relatively strong. Second, we are hampered by the smaller number of observations in the 1999-2001 period, which can affect the statistical significance of our results.
We first examine the effects of stronger regulations on information leakages, insider trading, and the beneficial effects of an ISA in the announcement window, as predicted in H4. In both Panels 1 and 2
of Table 4 (stronger regulations), the pre-announcement and announcement CARs are not statistically significant. The unanticipated premia also are not statistically significant for either the long (-25 to +1 days) or short (-10 to +1 days) windows. Even over the maximum window (-25 to + 25 days), the CARs for the whole group are not statistically significant.
Next, we examine whether there is a difference in market response to ISA announcements between low and high free float firms during the stronger regulatory period (1999) (2000) (2001) . The results of this analysis are shown in Table 4 . As presented in the table, there are statistically significant differences between high and low free float firms, although the individual CARs are generally not statistically significant. In the long pre-announcement period, low free float firms have higher CARs than high free float firms, and the difference is statistically significant. The same is the case for the long postannouncement period and over the long total window (-25 to +25 days). However, there are no statistically significant differences between low and high free float EMFs for the announcement window and the unanticipated premia.
In Table 5 , we reproduce the pre-announcement CARs and unanticipated premia from Tables 2, 3 and 4, and use these numbers to calculate 'run-up indexes' for each period, by category of firm. High index levels suggest that most of the market valuation occurred in the run-up to the announcement period (Linciano, 2003) . 
----------------------
Insert Table 5 
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There are also differences in run-up index levels between high and low free float firms. We hypothesized the low free float firms would have weaker corporate governance and be more susceptible to insider trading. Therefore, we anticipate higher run-up indexes for low free float firms. The results in Table 5 The event study methodology controls for recent trends in the stock market, but not for changes in investor behavior. Using prospect theory (Thaler, 1980; Tversky & Kahneman, 1981; Kanodia, Bushman, & Dickhaut, 1989) , we might expect investors to become more willing to take risks under negative conditions (for example, a bear market). As such, they may be more likely to hold rather than sell their stock, although the stocks are performing poorly in the market. This explanation supports Bhattacharya et al.'s (2000) suggestion that the stock market is information inefficient, implying that stock prices are not related to firm values. Anecdotal evidence supports this perspective. Moreover, the Chinese stock market is considered very risky, which is cause for concern when investors are generally risk neutral. Price-earnings ratios of firms listed on the Shanghai and Shenzhen markets dramatically exceed those of Chinese firms listed on the Hong Kong or U.S. exchanges (Lee, 2005) . However, it may be too early to draw this conclusion because of the limited number of observations for 1999-2001.
The results of our study suggest that the regulatory changes have likely produced stronger enforcement. However, they remain weak compared to stock markets in most of the industrialized countries, especially the United States and the United Kingdom. Although we found few differences in
CARs for Chinese firms with high and with low free float, the prevalence of non-tradable shares remains a key issue for Chinese investors, regulators, and government officials (CSRC, 2004 ). China's regulators have attempted to increase the percentage of traded shares, improve the quality of public listings, and tighten security regulations (CSRC, 2004) . But in doing so, they also realize that reducing institutional uncertainty can produce a double-edged sword: reduced state ownership of firms enhances corporate
governance, yet large-scale selling of government shares of stock may place downward pressure on stock prices when individual investor skepticism is high, and thus may keep investors on the sidelines.
Our study suggests several needs for future research. First, we did not find differences in CARs between the high and low free float firms. We impute this outcome to the limited sample size. The power index for the non-significant results ranges from 0.027 to 0.265, which is relatively low, suggesting that with a larger sample size, researchers may be able to achieve the statistical power to identify differences in CARs between the high and low free float firms. Second, a larger sample might be able to provide more convincing support for insider trading during the pre-announcement periods after 1999. Thus, additional research could determine the extent to which that insider trading has been attenuated by regulatory improvements.
Third, different types of international strategic alliances (e.g., R&D vs. non-R&D, large firms vs.
small firms, and nationality of the foreign partner) might affect the market valuation of ISAs for emerging economy shareholders. As such, there are opportunities to extend Hitt et al.'s (2000) study by examining the performance implications associated with partner selection by emerging market firms.
Our results have implications for studies that use the event study methodology with samples that include firms from countries with weak regulatory institutions. Focusing on only the event window-the traditional practice-may under-or over-report the market's response to an announcement. Our study reveals that the event study methodology can be a useful tool to assess ISA performance if the researcher/practitioner considers both the pre-announcement and the announcement periods. In the present study, we infer from our results that focusing on the market response to only one of the ISA partners-typically, the partner from a country with strong regulatory institutions-can understate ISA performance. Instead, the stock market performance of all ISA partners needs to be evaluated. As our study and Bhattacharya et al.'s (2000) results show, researchers using event studies examining firms from emerging economies need to exercise caution.
Bhattacharya and Daouk's (forthcoming) research revealed that insider trading occurs in over 80 countries, with regulatory enforcement clearly lacking in many countries. Another implication of our study is that stronger institutions deter insiders from capturing the "good news rents" before public investors. There is strong evidence of insider trading in China's stock market before 1999 (see Table 3) but little evidence of insider trading thereafter. Moreover, the run-up indexes decrease between the two periods, particularly for high free float firms. Therefore, our results do provide evidence of "good news"
for both regulators of, and investors in, China's stock market.
CONCLUSIONS
Our study sheds light on the use of the event study methodology in emerging economies. We extend the work of Bhattacharya et al. (2000) by revealing evidence of information leakages during the pre-announcement period as reflected by the positive cumulative abnormal returns, and the absence of an announcement effect during the event window. We examined the market valuation of one type of corporate announcement − an international strategic alliance between a foreign firm and an emerging market firm − from the perspective of the emerging market firm in its domestic stock market. We developed a theoretical framework that drew upon the institutional and stakeholder literatures to explain how weak regulatory institutions and markets segmented by ownership likely reduce market efficiency and affect valuation of the international strategic alliance for the emerging market firm. We also build on the ISA literature to explain differences in market response for firms with effective and ineffective corporate governance. We contribute to the ISA literature by showing that the performance of the partners from emerging economies needs to be evaluated to provide a more complete understanding of ISA performance. Despite the market inefficiencies, however, ISAs appear to be "good news" for emerging market firms.
ENDNOTES
1 The strong form argues that information and trading costs are zero so that inside information is already incorporated into securities prices and not useful to a trading strategy. The semi-strong form posits that prices reflect information to the point that marginal benefits of acting on information do not exceed marginal costs. Insiders may profit from the use of non-public information, but once the information is announced to the public, the information will have no further trading value. In the weak form, all available public information is not reflected in stock prices so that well-informed investors, in addition to insiders, can take advantage of other investors.
2 While copious data on a daily and even hourly basis is available for US and European stock markets 3 For example, Fröhls, Keown, McNabb and Martin (1998) argue that the overall wealth impact of announcing an international joint venture is positive, but the size of the impact depends on the domestic firm's investment opportunity set (that is, its other alternatives) and shareholder-management alignment.
They find evidence that the opportunity set, but not shareholder-management alignment, strongly affects market valuation of U.S. joint ventures with foreign partners. Joint ventures with emerging economy partners such as China offer U.S. firms "bargain priced growth options" that generate positive and significant abnormal returns; joint ventures involving OECD partners, however, offer "positive but insignificant returns" (Fröhls et al., 1998: 17) . Ueng, Kim and Lee (2000) also find positive and significant returns to joint venture announcements involving U.S. partners, with larger returns to U.S.
firms with high ownership advantages. Contrary to Fröhls et al. (1998) , however, they find larger returns to joint ventures with developed rather than emerging economy country partners. 4 The few event studies that have been done have almost entirely focused on "macro issues" such as evaluating the overall efficiency of the stock market (Aggarwal, Inclan & Leal, 1999; Gonzalez, Spencer & Walz, 2003; Kim & Singal, 2000) , co-integration across stock markets (Pagán & Soydemir, 2001; Fernández-Serrano & Sosvilla-Rivero, 2003; Pagán & Soydemir, 2001; Zhu, Lu & Wang, 2004) , and the effects of the Asian currency crisis (Ortiz and Arjona, 2001; Lo & Chan, 2000) . 5 They examined three other possible explanations also, but found support for insider trading. First, the stock market could be information inefficient, implying stock prices were not related to firm values.
Second, there may have been no announcements with "good news" value. Third, publicly available forecasts and newspapers may have contained most of the information in the public announcement so there was no surprise.
6 For the most part, A-share investors are individual investors, securities firms, and a growing number of institutional investors (Green, 2003) . These investors tend to have relative small equity stakes in firms. 2005) . The proposals give the CSRC more enforcement powers and allow investors to file lawsuits in court and claim compensation. Pistor and Wu (2004a: 24) have argued that CSCR's enforcement activities to date have been "rather timid" and argued that stronger deterrence mechanisms are necessary to improve stock market quality, providing scholarly support for the proposed new regulations. Most recently, the government announced a package whereby state owned enterprises would reduce their holdings of non-tradable shares, together with financial loans from the government to prop up failing brokerage firms, as way to improve the quality of China's stock market (Financial Times, 2005) . Whether these measures will be successful remains to be seen.
8 Two events were dropped because they involve firms with much higher free float ratios (100.00% and 73.02%) than the rest of the sample with the ratio ranging from 2.39% to 64.77%.
9 Differences between A and B shares are another form of ownership segmentation of China's stock market and therefore another source of possible inefficiency. Because the number of B shares involving
ISAs was so small, we were unable to investigate this effect.
10 Because the average free float level is about one-third, even a "high" free float firm is relatively "low"
by OECD standards. We compared the top and bottom thirds of the free float distribution. We also split the sample in half and compared the top and bottom halves. Comparing the top and bottom thirds increases the spread between the two subgroups but reduces the number of observations. The results were similar in both tests, and we report the 1/3-1/3 comparison here.
11 As a follow-up sensitivity analysis, we tested separating the two periods using three different dates:
January 1, 1999; July 1, 1999; and January 1, 2000. The results were consistent, with the exception that the later dates leave fewer observations in the second period, which reduces the statistical significance of the results. We report January 1, 1999, results here.
Appendix 1
To estimate the stock market's response to each firm's ISA announcement, we follow Brown and Warner (1985) . The day of the ISA announcement is considered the event date, (i.e., day 0 or t=0). The trading days prior to the announcement are day -1, day -2, and so on. The days following the announcement are day +1, day +2, and so on. We used ordinary least squares to estimate parameters of the market model during a 125-day estimation period (t = day -150 to day -26). That is, it mt i i it e r r + + = β α where r it equals firm i's return on day t, β i represent the systematic risk, r mt is the market return, and e it is the residual on day t.
We use two proxies for the market index, the Shanghai Composite Index and the Shenzhen Composite Index. For each market index, we used the equally-weighted market return to calculate the abnormal returns. To examine the robustness of our findings, we repeated all analyses using the valueweighted market return for abnormal return calculations. Similar results were generated.
A firm's risk-adjusted abnormal return (AR it ) on day t is:
where AR it is the abnormal return of firm i on day t, which reveals the impact of new information about firm i on day t. The coefficients (with hats) were determined from each firm's estimation-period regression.
where AR it is the abnormal return of firm i on day t, which reveals the impact of new information about firm i on day t.
In an event study, the null hypothesis is that the mean day t abnormal return (i.e., the average of the abnormal returns generated based on the market model) equals zero. This tests whether there was a significant wealth effect to shareholders associated with the event. The test statistic equals the ratio of the Following (Nayyar, 1995), the event window (i.e., the "announcement period") of k days equals 3 (days -1, 0, and +1). We compute each firm's cumulative abnormal return (CAR) for the announcement period.
Thus, the cumulative abnormal return (CAR for firm i during the k-day event window is: 
The test statistic used to evaluate if ACAR is significantly different from zero (the expected value and our null hypothesis):
We also examine CARs during two pre-announcement periods: days -10 to -2 (short window), and days -25 to -2 (long window). In the former case, we measure each firm's cumulative abnormal return (CAR) for the pre-announcement period:
AR CAR
In the latter case, we change the period to reflect the change in time. Similarly, we measure CARs in two "post-announcement" periods, based on abnormal returns for days +2 to +10 (short window) and +2 to +25 (long window). 1991 1992 1993 1994 1995 1996 1997 1998 1999 Note: Z statistics in parentheses, significance based on two-tailed test (+ 10%, * 5%, ** 1%, *** 0.1% levels, respectively). T-statistics are for differences in CARs for high versus low free-float firms (two-tailed tests, + 10%, * 5% level, n.s. = not significant).
-33 - Note: Z statistics in parentheses, significance based on two-tailed test (+ 10%, * 5%, ** 1%, *** 0.1% levels, respectively). T-statistics are for differences in CARs for high versus low free-float firms (two-tailed tests, + 10%, * 5% level, n.s. = not significant).
-34 - Note: Z statistics in parentheses, significance based on two-tailed test (+ 10%, * 5%, ** 1%, *** 0.1% levels, respectively). T-statistics are for differences in CARs for high versus low free-float firms (two-tailed tests, + 10%, * 5% level, n.s. = not significant).
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